by FRED CUTLER and SAMUEL PIZER

US. Firms Accelerate Capital Expenditures Abroad

A notable expansion in foreign invest-
ment by U8, firms 18 now underway,
and a sustained high level is indicated
for 1965, according to the latest OBE
survey of foreign investment plans.’
For 1964, companies have projected
expenditures of $5.9 billion on plant
and equipment abroad—a 16-parcent
gain over 1963 and more than in any
year since these surveys hegan in 1957.
For 1063, these expenditures are now
reported at §5.1 hillion, slightly higher
than was anticipated in the reports
submitted last year.

The projections made for the period
two years ahead have usually been
quite low for manufacturing operations.
Although the 1965 level as reported is
somewhat below the 1964 amount, an
upward correction of the size indicated
for 1963-64 (see chart on page 6)
would more than offest the apparent
decline. For other major industries
there is not so clear cut a tendency in
the 2-year ahead projections, but in
any case the reports indicate a strong
rate of investment in 19635,

This heightened investment activity
in manufscturing came as sales of
foreign manufacturing affiliates are also
scoring significant gains. Total sales
for 1963 reached %31.3 billion, a 13-
percent increase over 1962 and the
most rapid upswing wyet reported.’
Higher sales were experienced in all
product lines and mnearly all foreign
areas; the greatest gains were in the trons-
portation equipment industry (largely
sutomobiles) and in European opera-
tions, Virtually none of the increase
in sales of the loreign affiliates repre-
sented higher exports back to the
United States,

Another significant feature of the
foreign operations of U.8. companies in

! For a description of the survey and fts coverige see Lhe
methodology note sk Ehe ond of the article.

YA srmnll port of the inerease in snles represented the
Inelusion of 1953 fgures and the oxclnsion of 1062 data of
previonsly existing forelgn frms sequired by U5, companies,

1963 was the sharp rise in the funds
used.? The increase of $1.6 billion,
about 28 percent, came from a 80.6-
billion gain in internal cash flows (re-
tained earnings and depreciation), a
major increase of $0.6 billion in ex-
ternal financing from foreign sources,
and a rise of $0.4 billion in funds from
U.S. sources. Inereased plant and
equipment expenditures in 1963 for
the three major industries absorbed
80.4 hillion of the increased flow of
funds, but the major part of the in-
crease was used to finance working
capital and the acquisition of other
assats,

If, in addition to the projected sharp
increase in fixed investment, the flow of
working capital required by the foreign
affiliates should rise further in 1964, a
severe strain on  their fnancial re-
sources would result. With tighter
monetary policies in many foreign
countries limiting the availability of
external financing abroad, which was
go large a factor in 1963, an enlarged
flow of funds from the United States
is indicated. Data available on direct
inveztment eapital outfows for the first
half of 1964, however, do not vet show
any significant change in the rate
compared to 1963,

Plant and Equipment
Expenditures

American industry is now engaged in
raising both domestic and foreign capi-
tal expenditures by very large amounts.
For all industries the 16-percent in-
ereazs in foreign outlays projected for
1964 may be compared with an ex-
pected domestic inerease of 13 percent.
For manufacturing operations alone
(excluding petroleum refining) there is
a marked difference in investment

¥ Dinta for seirees and wses of funds are Eobulited only for
the manufncturing, petrolenm and mining imbustries, which
are the major sectars foe U8, forcign investownis.

Capital Expenditures Abroad by
U.5. Monufacturing Companies
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rates: foreign expenditures are sched-
uled to rise 26 percent while domestic
plant and equipment expenditures are
expected to advance 16 percent this
year.

Strong rise in Europe

A further substantial step-up in Euro-
pean investment of U.S. firms is already
evident in 1964, continuing the path of
rapid expansion begun in the late
1950's. Not only are expenditures of
affiliates for new plant and equipment
greater, but in the past few years large
sums have also been spent to acquire

Projections of Plant and Equipment
Expenditures Abroad
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stock in existing enterprises. The lat-
ter type of investment appears immedi-
ately as a capital outflow in the balance
of payments accounts, and the capital
outlays of the newly-acquired firms
subsequently become part of the series
on plant and equipment expenditures
of foreign affiliates,

While many factors affect the indi-
vidual investment decisions of the
firms, the principal considerations influ-
encing the European expansion are
probably the expectation of a strong
rate of economie growth—without too
much concern with temporary setbacks
in one country or another—and great
financial strength of both the parent
companies and many of the European
affiliates themselves,

Most of the increase in capital ex-
penditures in Europe in 1964 is sched-
uled for manufacturing operations, es-
pecially for motor vehicles, machinery,
and chemicals. Petroleum companies
had raised their European investments
to a peak rate in 1963, constructing the
refineries and distribution facilities
needed for rapidly expanding demand
and also developing some local gas and
oil resources., A similar pace is being
maintained in 1964, though there is
considerable shifting among countries,
and no significant change from this
relatively high level is indicated for
1965. However, a new development
as yet reflected only to a minor extent
in these fizures is the exploration and
development of oil reserves that may
be found under the North Sea. This
search will be very active in 1965, and
will cause sizable increases in either
plant and equipment expenditures or
charges against earnings for the costs
of exploration. Affiliates in the trade
and distribution industries are also
making substantial capital expenditures
in Europe, and they have scheduled
substantially higher rates of investment
in 1964 and 1965,

Among the countries of Europe, the
United Kingdom is slated for the largest
rise in 1064 capital expenditures, led by
expansions in motor vehicles and chem-
icals; outluys are expected to continue
high in 1965. Germany is receiving
most of the inerease in manufacturing
investment in the Common Market,
but German petroleum investment is
less than in the past few vears,

Oectobar 1064

Canadian outlays high

This year U.S. firms axpect eapital
outlays for manufaeturing in Canada
to rench 8710 million, a striking upward
revision from last year's projection of
$434 million for 1964. The new esti-
mate would represent a one-third gain
over 1963outlays. Therevision of plans
cut across several major industries and
was much greater than in prior years;
it suggests stronger expectations of
continued growth in the Canadian
economy and in foreign markets for
some of these manufactures. Reeent
actions of the Canadian gpovernment
rescinding proposed tax increases and
providing eredit agninst certain import
duties when exports of automotive
components are inereased, may also
have induced some investments. This
iz also indieated by the high projection
of relatively high investment in the
transportation equipment industry for
1965,

Petroleum and mining investments
are also important in Canada. The
projections for the former show a small
dip in 1964 and & recovery in 1865
to a substantial level, though not so
high as was experienced when new fields
were being opened up in the 19850's.
Some new mineral deposits are now
under development in Canada, and
capital expenditurez in the mining
industry are likely to be well sustained.

Rising outlays in other developed
countries

In each of the other major developed
gountries—Australia, Japan, and the
Union of South Africa—there is con-
siderably heightened investment ac-
tivity by U.S. companies in 1964 and a
similar scale of activity has been pro-
jected for 1965. Manufacturing in-
vestments in Australis are at a record
rate, owing largely to the expansion of
the auto industry, and to the increase
in manufueturing facilities of aluminum
producers. The automobile industry
is also responsible for much of the
recent investment advance in South
Africa.

Outlays by petroleum companies for
refinery construction are high and
rising in Japan; in Australia also the
industry is spending considerable
amounts, ineluding some to develop
reserves. Mining investments in the
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Union of South Africa and Australia are
fnirly sizable and are showing moderate
increases.

Scattered gains in  less=developed

countries

Capital expenditures by U8, com-
panies in the less«developed countries
of the world are projected to move
somewhat higher in 1964, but their share
of the total would remain at nearly 30
percent. Sizable gains, are limited to
relatively few countries.

In the Latin American Republics,
manufacturing investments are up con-
siderably, centered on a record expan-
sion in Mexico with small improvements
in most other countries. Larger auto-
motive investments were induced by
measures in Mexico and other countries
to restrict imports, and investments in
chemicals were also raised considerably.
Reductions now projected for 1965 may
be moderated, given a greater degree of
political stability in the larger countries
of the area. Petroleum investments

Capital Expenditures by U.S. Companies
Here and Abroad

1957 =100

W57 38 57 s &1 A2 A1 A4 &S
*Excludes pomary von aad sheed, and pertindeun

U4 Departreent of Comereive. Hice of Burines [conomica

SURVEY OF CURRENT BUSINESS

appear to have stabilized in the range
of $250-300 million annually. Tt also
appears that mining investments will
be held at their current relatively low
levels, unless there iz o significant
change in policy in some countrips.

Other areas in the Western Hemi-
sphere, primarily dependencies or
former dependencies of European coun-
tries, have been attracting substantial
investments in recent years, Mining
in Surinam and Jamaiea, petroleum in
Trinidad, and manufacturing in Trini-
dad and the Bahamas, all involve large
capital outlays by U.S. firms.

For the less-developed countries of
Afriea, by far the most important in-
vestment by U.S, companies is in the
petroleum industry in North Africa,
mainly in Libya. Petroleum invest-
ments also predominate among U.S.
investments in the less-developed coun-
tries of Asia. In the Middle East
there has been a steady though moder-
ate increase in capital outlays for some
time, for the extension and develop-
ment of existing and new fields and the
riging level of output needed to meet
world demand. A sizable volume of
investment in Far Eastern countries,
especially India and the Philippine
Republic, has been required to construct
oil refineries and distribution facilities.

There are a few instances of gains in
manufacturing investments in these
less-developed areas; they include the
construction of aluminum producing
facilities in West Africa, and somewhat
higher capital expenditures in India and
the Philippine Republic.

Exploration and development
expenditures

An important part of investment
activity for the extractive industries
is accounted for by charges against
earnings. In 1963 these charges were
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$480 million, about %70 million more
than was spent in 1962, Most of the
expenditures were by petroleum com-
panies, who carried out substantial
development programs in Canada and
Latin America, and who raised their
expenditures in Europe, Alrica and the
Middle East. Details are shown in the
preceding table.

Foreign Plants Raise Oultput

Reflecting the rapid buildup of pro-
duction facilities, and the acquisition
of some existing companies, sales of the
foreien manufacturing affilintes of U5,
firms grew vigorously in 1963, advane-
ing 13 percent to a total of $31.3 billion,
The absolute increase over 1962 was a
record $3.6 billion, of which $1.3 billion
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was aceounted for by the fast-growing
transportation equipment Industry,
Sales of ench of the other manufoc-
turing industries also rose substantially
in 1963,

Hulf of the sales increase in 1963 was
registered by European planis, Ted by
f 25 percent jump in eales of auto-
mobiles and parts and sizable gains in
chemienls and eleedrical mackinery.
The rate of increase in manufacturing
anles accelersted in most of the Kure-
pean countries, and wos oulstanding in
Italy, France and CGermany. The
[axgest nbeolute gaing were nearly $500
millien for Germany and $700 million
for the United Kingdom, In pll cases,
the sales of [1.5. offilistes incrensed very
muck faster than overall industrial pro-
ducticn, whick alse registared strong
Eains in most countyies of the aren.

Bales of Canadian plants also turned
up sharply, sharing in the rise in Clanp-
dian indvetrial preduciion, sod ex-
ceeded $10 biffion in 1963, Hare, a3
in other arens, o considernbie part of

Sovetes end Uses of Fonds of Forelge
AlGiliares of 1.5, Companies
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the szles gain wns in the traosporin-
tion equipment industry,

- Among the other developad countries
the largest increnses werae in Australia
ond Japon, reflaciing the intensive in-
veatment activity of recent years.

In the lex=-developed countries, there
was comparntively little expansion of
output by U.5. manufactaring plents,
Ia Latin America the increase was shout
7 percent, mainly in food products and
chamdeals, and in some catezories
sales were lower. Mexico and Vene-
zuela showed substantisl improvement,
nnd Argentine recavered fram the dip
in 1962, Only minimal increnses in the
dollar value of snles oecurred in Brnsil,
but the chinge in volume of sales i8 nok
clear because of the very sharp chnngo
in axshange rates and genersl price
indexes.

Since 1057 the rate of increass n
sales of monufacturing wifilintes hns
besn ahout the same in less-developed
countries ns in the industrialized coun-
tries—about 70 percent. In dolar
terms shey bave accountsd for only
about $2 billion of the $13-biliton rise
in sales ovar the period. Moreover,
three-fourths of the sales gnin in the
lesz-developed countries hns heen in o
faw larger countriss in Latin Amerion.
Partivipaotion in foreign trade

Most snlas of manufactures by foreign
affilintes—32 percent—uore mode in the
same countries in which the plants are
located. Of the 355 billion exportad
in 1663, 51 billion cume to the UTnited
States and $4.5 billion was sxported to
third countriss abroad. Export sales
by these firms now occount for ap-
proximately 10 percent of all exports of
menufactured goods by countries other
thon the Thoitad States. For some
goode, inelitding chemicals, papsr and
related produests, food items, and rubber
producis, the proporiion is somewhat
higher than this, and fot transportetion
squipmment tie lorsign affilintes account
for about 15 percent of all foreign
axports.

Exports to the United States did not
pige muoterinlly in 1063 {table 7), and
are nob much different howr the 1957
amoints.  Insports from Coanndn now
necaunt for 75 percent ol the sales into
tha 1.8, mnrket; imports froin Europe
rimnain small nnd consist mainly of non-

Detaber 1064

alectricnl mnchinery ond nutomobiles,
and only lood products and chemnicnls
anter in sizable nmounts from other
aress.

Exporta lag belind foreigr production

Continging the patbern of recent
yeots, eales Jromn forsign plants grew
[sster thun exports lom the United
States in 1063 Ioy major categorcs of
manulactures. For the products shown
in table 8, =ales ol loveign affilintes
incraased 14 pereent while U8, exporis
rose about ¢ parcent.  For some items,
espacinliy chemicale and alestrionl mo-
chinery, expovts perforimed well in 1683
eompnred to the experience sinse 1057,
but did not match the growth of foreign
zalon in U S.-owned plants nbroad.

The digparity in prowth rates is
notnble in Latin Amerien, where U.5.
exports of these manufaetures declined
during the 1957-83 period whila loeal
milze by affilintes roes. In Bursps,
both US. exports snd sales of U.S,
affilintes hoave been- geining as these
couniries have expanded their econoc-
mias, but sales hy nifiliates have in-
crengad much faster. In the rest of

“the world the growih paths of exports

nnd foreign anles gines 1957 bave showm
similnr upward trends.

Seles of mining affilintes

In centrast to the rnpid incresss in
sales of monafacturing affilintes nbronad
from 1947 to 1263, the sales of mining
affilintes huve advanced only 20 percent.
Since the prices of the major metals
producsd—copper, land, zine, iron ors,
and  boauxite—declined by approxi-
mately 10 percont in the perjod, the
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gain of cutput in physical quantities
was Toughly one-third,

Mozt of the incresss in mining =alea
baz been in Cannde, accounted for
largely by new iron ore producers. In
Africa theres hove been increnses in
iron ore, ond in Latin Amenice salea of
the copper-lead-zine group, and of
bouxite, hove rizen, With new pro-
duction Farilitiea being instelled 2brond
by U.S. companies, and zn upward
movement of prices sincs 1963, sales of
these affiliates should move ahead at o
sotnewhat faster pacs,

Sources and Uses of Funds

Lost vewr foreign affiliates of U.S.
companiss rajsed their use of funds by
over 31.6 billion, far more thano in sny
otber year since 1957, as they ulilized
nearly $7.6 billion of finoncing. These
figurez cover firms in the mining,
petroleum and manulasturing indua-
friea, and are after deducling $2.8
billion of insome distributions. Manu-

focturing offilistes stepped up their.

fnaneing to record smowunts ond petra-
leum affiliates opprooched their 1057
peak.

{4 the 21.6 billion increase in funds
utilized, $.4 billion corne from retalnsd
earnings, $.2 billion from depracintion
charges, nencly $.4 hillion [rem 1.5
sourees, neluding both parent eom-
panies and others, and over $.6 billien
feom sxtarnal sources pbroad.

Mponufacturing affiliates in Canada
and Europe accounted for the rise in
reboined sarnings, as their incomes ross
sebstantially while dividends werse re-
duced. Pettolenm affilintes were re-
sponsible for the rise in UL.5.-source
fnaneing; zoma of thesa funds were
needad to finonce larger outlays eon-
nected with aoquisitionz of existing
firms in Cannda and reductions of tax
and other linbilities of Latin American
affiliates.

Intensified use of forsign-source ex-
ternal finaneing was a major foetor in
the fnancing of manufasturing and
petroleum affilintes in 1962. In both
cases the external financing occurrad
primarily in Europe.

The increase in foreipn-source funds
weed in 1063 consisted very largely of
higher Kabilities in the form of accounts
payeble, tax and other accroed lisbil-
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itiea, and possibly some long-term bor-
rowing. There was some incrense in
the vee of forelgn financial ingtitutions,
which provided wcbout %400 million in
1963, but £ba sale of aquity securitios to
foreizn inwvesiors was down n little at
%334 milllon.

Finaneing of AfRitnien rors Exieran] Sotivvol A beasd
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reports supplied by the companies;
they range from investments in the
stock of exdsting companies—or their
putright nequisition—to accumulations
of liquid ageets in the (orm of deposits
or government obligations. Inmvest-
ments in other enterprizes ware sizable
for the petrolenm industry in Canads.
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